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A.
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P le a se  summa rize  your re comme nda tions .

The  re a s ons  unde rlying the  Com pa ny's  re que s t for a n  ove ra ll 23 .61 pe rce nt inc re a s e  in

re ve nue s  a re  a s  fo llows . G CE C 's  re que s t to  de c re a s e  its  pos itive  pu rc ha s e d  powe r

a djus tor from  $0.015 pe r kph to ze ro a nd corre s ponding incre a s e  in  its  ba s e  cos t re s ults

in a n incre a s e  in ba s e  ra te s  of 16.3 pe rce nt (a pproxima te ly $2.0 million) of the  24 pe rce nt

inc re a s e .  The  purcha s e d  powe r a d jus tor o f $0 .015  pe r kph  is  curre n tly be ing  co lle c te d

from  GCEC's  cus tom e rs  a nd re m itte d to  GCEC's  powe r s upplie r,  Arizona  Ele c tric  P owe r

Coope ra tive , Inc . ("AEP CO"), be ca us e  of incre a s e s  in AEP CO's  ra te s .
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The  re ma ining 7.31 pe rce nt (a pproxima te ly $900,000) incre a s e  is due  to the  fa ct tha t

s ince  its  la s t Tes t Yea r ending December 31, 2001, GCEC has  been inves ting ove r $7.5

million in pla nt improve me nts  a nd re pla ce me nts . S ince  its  la s t Te s t ye a r GCEC ha s

incurre d a pproxima te ly $4.5 million in long-te rm de bt to fund its  inve s tme nts  in pla nt

improve me nts . As  a  re sult, the  a mount of GCEC's  de bt se rvice  pa yme nts  (principle  a nd

inte re s t) ha s  incre a se d s ignifica ntly. GCEC ha s  a lso e xpe rie nce d incre a se s  in its  othe r

e xpe nse s  s ince  its  la s t Te s t Ye a r. An incre a se  of this  ma gnitude  is  ne e de d to e limina te

ne ga tive  ma rgins  produce d by the  curre nt ra te s , to provide  a de qua te  inte re s t a nd de bt

se rvice  cove rage 's  and to provide  the  inte rna lly gene ra ted cash flows required to support

the  utility's  on-going ope ra tions  and plant improvements .
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Q .

A.
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P le a s e  e xpla in S che dule  A-2 of the  filing.

S che dule  A-2, pa ge  2 of 2, summa rize s  ope ra ting re sults  a t pre se nt a nd propose d ra te s  for

the  12 m onths  e nde d S e pte m be r 30,  2006, the  te s t ye a r in  th is  e a s e .  The  pre s e nt ra te s

produce d a n ope ra ting m a rgin de fic it or los s  of a pproxim a te ly $1,142,520 on a n a djus te d

te s t ye a r ba s is . The  p ropos e d  $2 ,909 ,074  inc re a s e  in  re ve nue s  p roduc e s  a  pos itive

ope ra ting m a rgin of $l,766,554.
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1 Do you view the  indica ted increase  in revenues  of approxima te ly 24 pe rcent a t proposed

2 rates as a reasonable in this case?

3

4

5

6

7

8
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1 1
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Ye s . Coope ra tive s ' re ve nue  re quire me nts  a re  norma lly de te rmine d by the  le ve l of

opera ting expenses  plus  an additiona l amount of margin for inte res t coverage . GCEC has

used a  Ne t Times  Inte re s t Ea rned Ra tio ("TIER") of 2.0 to de te rmine  the  required leve l of

revenues  and revenue  increase . S ince  GCEC's  amount of inte re s t on long te rm debt has

a nd will continue  to incre a s e  from its  pre vious  Te s t Ye a r a mount, it is  ne ce s s a ry for

GCEC to use  a  Ne t TIER of 2.0 to se t its  re ve nue  re quire me nt. In a ddition, cus tome rs

will a ctua lly only e xpe rie nce  a n incre a se  of a pproxima te ly 5 to 7 pe rce nt due  to the  fa ct

tha t GCEC currently has  been charging customers  a  positive  purchased power adjus tor of

$0.015 pe r kph tha t it is  re comme nding be  s e t to  ze ro a s  a  pa rt of this  a pplica tion.

Fina lly, a  Ne t TIER of 2 .0  is  ne ce s s a ry to  ma inta in  GCEC's  e quity le ve l a bove  30

pe rce nt which ha s  be e n re quire d by the  Commis s ion in othe r coope ra tive s ' ra te  a nd

financing cases.

1 5

1 6 What factors  bes ides  its  Ne t TIER did GCEC use  to de te rmine  its  revenue  requirement in

1 7 this case?

1 8

1 9
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GCEC ha s  de te rmine d its  propose d re ve nue  re quire me nt by cons ide ring the  a mount of

re ve nue  ne ce ssa ry to ma inta in a  Ne t TIER of 2.0, to ma inta in a  pos itive  ca sh flow a fte r

ope ra ting expenses , to fund plant improvements  and ma intenance , to ma inta in its  equity

leve l and to fund contingencie s . The  reques ted increase  in this  ca se  is  rea sonable  given

22
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its  re ce nt his tory of ne ga tive  ma rgins , a nd the  ne e d to produce  pos itive  ca sh flows  a nd

GCEC ha s  cons ide re d  a nd  ba la nce d  the s e  fina ncia l

24

ma in ta in  its  e q u ity le ve l.

considera tions with a  reasonable  overa ll increase  in revenues for its  members .

25

26

27

28

A.

Q.

A.



Summary of Direct Tes timony of John V. Wallace
Docke t No. E-01749A-07-0236
Page 3

1

2

Q.

A.

3

Please  summarize  your ra te  design recommendations.

Cons ide ring the  Cos t of S e rvice  S tudy pre pa re d for the  ca s e  a nd othe r fa ctors , I ha ve

cus tomer cla ss  increa se s  equa l

4

ba s e d the  ra te  de s ign on to a pproxima te ly 24 pe rce nt

overa ll increase  in revenues with the  exception of the  security and s tree t light classes .

5

6 I am recommending no increases  in the  monthly minimum (se rvice  ava ilability) cha rges .
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The  kph  cha rge s  fo r e a ch  c la s s  we re  incre a s e d  to  a  le ve l tha t would  re s u lt in  a n

a pproxima te  24 pe rce nt incre a se  in cus tome r cla s s  re ve nue s  with the  e xce ption of the

security and s tree t light classes .
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I am recommending no increases in the  service  charges. The present and proposed service

charges are  deta iled on the  bottom of Schedule  H-3 .
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P a ge  l

1

2

P le a s e  e xp la in  wh y yo u  a re  filin g  s u p p le me n ta l te s timo n y a n d  s u mma rize  yo u r

recommenda tions .

3

4

5

6

7

8

9

1 0

11

The re  a re  two prima ry re a sons  tha t GCEC is  tiling supple me nta l te s timony. Firs t, GCEC

has  discove red a fte r it filed its  ra te  ca se  Applica tion on April l 1, 2007 tha t it did not have

a  line  e xte ns ion  po licy o r ta riff on  file  with  the  Arizona  Corpora tion  Commis s ion .

S e cond, s ince  April ll, 2007, GCEC's  ma na ge me nt ha s  ha d a n opportunity to furthe r

a na lyze  the  us e  of hook-up fe e s  a nd ma ke  pre s e nta tions  re ga rding hook-up fe e s  to

GCEC's  boa rd. GCEC's  boa rd ha s  decided to reques t a  $1,000 hook-up fee  a s  a  pa rt of

its  ra te  case  applica tion. GCEC has  a lso made  minor changes  to its  rules  and regula tions .

In a ddition, GCEC ha s  discove re d minor a dditions /cha nge s  tha t ne e d to be  ma de  to the

ra te  schedule s  included in its  Applica tion.

1 2

1 3

1 4

Q.

A.

1 5

1 6

1 7

Please  summarize  your supplementa l tes timony recommendations .

I have  a ttached GCEC's  proposed line  extens ion and hook-up fee  ta riff to this  te s timony.

GCEC ha s  include d a  hook-up fe e  of $1,000 pe r e a ch ne w se rvice  in its  line  e xte ns ion

ta riff. GCEC re que s ts  tha t its  line  e xte ns ion a nd hook-up fe e  ta riff be  a pprove d by the

Commiss ion. GCEC ha s  a lso ma de  minor cha nge s  to its  rule s  a nd re gula tions  a nd ra te

1 8 GCEC re que s ts  tha t the  rule s  a nd

1 9

s che dule s  which a re  a tta che d to this  te s timony.

regula tions  a ttached to this  te s timony be  approved by the  Commiss ion.

20
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22
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Do the  re comme nda tions  include d in your supple me nta l te s timony ha ve  a ny impa ct on

the  revenue  requirement or othe r recommenda tions  conta ined in GCEC's  Applica tion?

No. The  recommenda tions  included in my supplementa l te s timony have  no impact on the

revenue  requirement or othe r recommenda tions  conta ined in GCEC's  Applica tion.
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A.

Q.

A.

Q.
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P a ge  l

1

2

Q.

A.

3

4

Please  summarize  your rebutta l recommendations .

GCEC s tipula te s  to  the  te s timony of a ll four S ta ff witne s s e s  a nd re que s ts  tha t the

Commiss ion a dopt a ll of the  re comme nda tions  in S ta ffs  te s timony. GCEC be lieves  the

Sta ff recommenda tions  found in Mr. Anderson's  revised direct te s timony on the  base  cos t
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of purcha se d powe r, purcha se d powe r a djus tor is sue s , de ma nd-s ide  ma na ge me nt a nd

re ne wa ble s  progra ms  cos t re cove ry, qua lifie d fa cility ta riffs , rule s  a nd re gula tions , line

e xte ns ion ta riff a nd hook-up fe e s  should be  a dopte d by the  Commiss ion. Gra ha m a lso

agrees to  the  S ta ff re ve nue  re quire me nt of $l5,968,075, tota l ope ra ting e xpe ns e s  of

$13,988,235 and opera ting margins  of $1,979,840 which produces a  Time Inte rest Earned

Ra tio ("TIER") of 2.00 a nd De bt S e rvice  Cove ra ge  Ra tio ("DS C") of 2.38 a s  found in

Mr. Becke r's  revised direct te s timony on schedule  GWB-2. S ta ff and Graham agree  to a

ra te  ba s e  a mount of $19,076,282 a s  found on dire ct s che dule s  GWB-3 a nd my dire ct

te s timony schedule  B-l. GCEC a lso agrees  to the  ra te  des ign recommenda tions  a s  found

in Mr. Mus grove 's  re vis e d dire ct te s timony a s  s umma rize d on s che dule  WHM-l a nd

unbundle d ra te  de s ign a s  summa rize d on sche dule  WHM-3. Fina lly, GCEC a gre e s  with

Mr. Bahl's  direct and revised direct te s timony on cos t of se rvice .
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P a ge  1

1

2

3

4

5

6

7

8

9

P le a s e  s umma rize  your re joinde r te s timony re comme nda tions .

As  s ta te d  in  m y re butta l te s tim ony, GCEC s tipula te s  to  the  te s tim ony of a ll four

S ta ff witne s s e s  a nd re que s ts  tha t the  Com m is s ion a dopt a ll of the  re com m e nda tions  in

S ta ffs  te s tim o n y. Ho we v e r,  u p o n  fu rth e r re v ie w o f Mr.  An d e rs o n 's  re v is e d  d ire c t

te s timony, GCEC ha s  two re comme nda tions  re ga rding S ta ff's  De ma nd S ide  Ma na ge me nt

("DS M") re com m e nda tions .  The  firs t is  re com m e nda tion is  tha t re quire m e nt in  De c is ion

No. 58437, da te d Octobe r 18, 1993, tha t GCEC tile  a  s e m i-a nnua l DS M re port with S ta ff

be  e lim ina te d. The  s e cond re comme nda tion is  tha t in the  future , GCEC be  a llowe d to file

a n  a n n u a l DS M re p o r t  r a th e r  t h a t  t h e  s e m i-a n n u a l DS M re p o r t  a s  s t a t e d  in  Mr .

1 0 Anderson's  te s timony.

1 1
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1 3

1 4

1 5

1 6

1 7

1 8
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